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General Business Conditions 





HE conclusion of the first month of 

Fall finds business still showing 

much unevenness, and without very 

definite trend. Seasonal expansion of 

trade has been under way in some 
lines, but in general has fallen somewhat short 
of expectations. The most pronounced evi- 
dence of this is the subnormal activity in the 
iron and steel and automobile industries, 

As we go to press reports are current of a 
slight improvement in the steel buying but mill 
operations thus far have failed to show the 
hoped-for Autumn increase, and at the close of 
September were averaging around 65 per cent 
of capacity, or close to the low point touched 
during the Summer. Structural steel buying 
has held up in good volume and general 
trade demand has been fairly satisfactory, 
but this has not been enough to raise 
mill activity in the face of reduced demand 
from the railroads, the oil industry, and the 
automobile industry. During the past month 
the Iron Age’s composite index of pig iron 
prices declined to $18 a ton, the lowest level in 
eleven years, and there were further signs 
of undercutting in finished steel. In an effort 
to stabilize the market the United States Steel 
Corporation recently announced new minimum 
prices on bars, shapes, and plates at levels no 
higher than the official quotations heretofore 
posted, but above the unofficial prices at which 
much of the business actually has been moving. 

Automobile production during August 
showed a seasonal increase as compared with 
July, but was still 28 per cent lower than in 
August a year ago, the largest decline from 
the 1926 level shown by any month this year. 
At Detroit factory employment reports indicate 
37,000 fewer workers on the payrolls than at 
this time a year ago. Much of this slack is 
due to the temporary shutdown of Ford, as a 
number of the other leading companies are 
doing a large volume of business and some are 
carrying forward programs of expansion. 
Just what developments will follow the re- 
sumption of production by Ford cannot be 
foretold, but the feeling is current in the in- 
dustry that considerable deferred demand ex- 
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ists which will come on the market after the 
new Ford models have made their appearance. 

Taking the manufacturing industries as a 
whole, employment and payrolls increased 
during August and September, but are some- 
what lower than a year ago at this time, and 
there are evidences of labor surplus in a num- 
ber of localities. It seems clear that industry 
and trade are moving at a somewhat slower 
pace than a year ago, but when it is considered 
that the comparison is with one of the most 
active and prosperous periods in our history, 
the situation need not cause apprehen- 
sion. There is still abundant evidence of a 
high plane of activity in such measures of 
volume as check payments, railway traffic 
(apart from coal which has been affected by 
the strike), and industrial consumption of 
electric power. 

It has long been recognized that large fluc- 
tuations in the general volume of business are 
mainly due to fluctuations in the volume of 
construction work, and that the activities of 
clothing and feeding the people go on with 
much less variation from year to year. It is im- 
portant therefore to note that the aggregate 
value of construction projects is holding up to 
levels as high as any heretofore, and that the 
present conditions of easy money favor a con- 
tinuance of active building. While the shift 
that is taking place in the character of con- 
struction work from office buildings and resi- 
dences to public works and engineering pro- 
jects is causing some surplus of labor in the 
building trades and is affecting some of the 
supply industries, it is nevertheless permitting 
readjustment to take place without a general 
slump in building. 

An outstanding feature of the present situa- 
tion is the active speculation that has been 
going on in the stock market and which during 
the past three months has carried stock price 
averages to new high levels. This accom- 
panies the continuance of unusual ease in 
money and a renewed expansion of brokers’ 
loans to levels higher than ever before. Since 
the general volume of business and profits is 
not showing commensurate increases, it is evi- 
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dent that cheap money has been a great factor 
in the market advances. 

It is true that the ease with which money 
can be borrowed continues to be one of the 
chief reasons for anticipating sustained busi- 
ness activity. Conditions like the present are 
favorable to the large scale use of capital in 
the development of industry, and, providing 
the resources at command are used with judg- 
ment, should be the means of further perfecting 
our machinery of production and distribution. 
At the same time, this industrial expansion 
tends to intensify competition and is largely 
accountable for the narrowing margins of 
profit. 

Influence of the Crops 

At this season of the year the crops always 
hold an important place among the factors en- 
tering into business forecasts. This is right- 
fully so, for they not only constitute the pur- 
chasing power of the farming population, but 
the object of a large part of the expenditures 
of the entire population. This complex rela- 
tionship to the business situation is not always 
taken into account in estimating the net influ- 
ence which the crops are likely to exert. More- 
over the variety of crops and diversity of 
yields over the United States, together with 
the fact that fluctuations in yield are generally 
offset in large degree by fluctuations in price, 
tend to make the year to year fluctuations in 
the total value of farm production consider- 
ably less than current estimates, 

The Department of Agriculture makes an 
estimate each year upon the gross value of 
that portion of the crops not fed to live stock 
and upon value realized for animal products, 
and these two sums combined are taken as 
the gross value of farm production. This 
value for each year from 1921 to 1926 is shown 
herewith: 

















1921 $10,268,000,000 
1922 ..... 11,211,000,000 
1923 12,382,000,000 
1924 12,219,000,000 
1925  ceccccccorceeccesoeeesoes ceceee 13,034,000,000 
1926 12,985,000,000 





This table shows a substantial increase in 
the value of farm production since 1921, but 
a comparatively slight change from 1925 to 
1926. It will be remembered that last Fall 
current opinion held that a very serious de- 
cline was in prospect as a result of low prices 
for cotton and corn. The loss of values in 
these crops however was largely made good by 
higher prices for other farm products, par- 
ticularly live stock, so that the total value in 
1926 is now estimated at less than $50,000,000 
under that of 1925. 


There is good reason for believing that the 
value of this year’s crop, together with the 
value of live stock and animal products re- 
sulting from it will be substantially above the 


value of farm production in the past year, al- 
though some of the current estimates may 
require qualification. The wheat crop is mov- 
ing this year at a lower price than last year, 
and although the yield is estimated to be 28,- 
000,000 bushels larger, the aggregate value 
probably will be less. If the cotton crop is 
reckoned at 12,500,000 bales and the farm value 
at 20 cents per pound, the total value will be 
about $145,000,000 more than the official esti- 
mate of last year, and if the value of the seed 
increases by a like percentage this will mean a 
further gain of about $25,000,000. If the corn 
crop yields 2,500,000,000 bushels of ripened 
grain, which is barely possible, and comparison 
is made on the basis of Chicago prices in the 
last week of September, 1926 and 1927, the 
nominal gain over last year’s valuation will be 
about $270,000,000; but inasmuch as corn is 
mainly consumed on the farms such an estimate 
is unwarranted. It is not certain to what extent 
the higher price of corn will cause higher prices 
for live stock and animal products. On the 
whole, conditions favor higher prices for cattle 
than have prevailed in the past year, and at 
least no decline in other animal products. 
The entire region from Minnesota to the 
Pacific Coast has been favored with one of the 
best grain crops it has had in many years, and 
is helped by the improved state of the cattle 
industry. In that region it cannot be doubted 
that purchasing power is higher, and this is 
true as far south as Nebraska. The winter 
wheat crop in Kansas and the Southwest was 
a disappointment, but the corn crop is far bet- 
ter and with the improvement in cattle gives 
probably full compensation. Mr. J. F. Jarrell, 
head of the agricultural department of the 
Santa Fe Railroad, credits the agricultural year 
in the territory served by that road as “well 
toward the front in the list of good years.” 


It is too early for full comparison of the 
monéy values of other crops with those of pre- 
vious years, but apparently higher prices have 
more than compensated the producers for all 
deficiencies in yield. It is always necessary to 
qualify any statement of such gains, in con- 
sidering their benefits to the general business 
situation, for when people pay more for food 
and clothing they have less for other pur- 
chases, but there is a normal equilibrium of 
purchasing power which yields the best gen- 
eral results, and the farmers have had less than 
their share in recent years. A rise in the aver- 
age prices of their products means a restora- 
tion of more normal relationships, which 
should be helpful in many ways. 


The Cotton Situation 


The revised estimate of cotton acreage, as 
of September 1, is 40,626,000, which compares 
with 47,087,000 acres harvested in 1926. At 
last year’s average yield per acre, about 182 
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pounds, this of itself would signify a reduction 
of 2,350,000 bales, but it is conceded that 
owing to weevil and weather the yield per acre 
will be much reduced. The Government’s 
September estimate is for 12,692,000 bales, 
against last year’s production of 17,911,000. 
The weather in September has been favorable 
to the crop, but whether the yield will be above 
or below the Government’s estimate is some- 
thing upon which opinions differ widely. 


The record of cotton in the year ended July 
31, 1927 should have a stabilizing influence 
upon the price in the future, for it has afforded 
a demonstration of the market’s capacity to 
absorb an extraordinary crop. Net exports 
accounted for 10,922,724 bales and domestic 
consumption for 7,202,724. With net imports 
of foreign cotton 376,771 bales, the carry-over 
in this country at the end of the year was 
about the same as at the beginning. Unques- 
tionably holdings of American cotton abroad 
are larger than a year ago, but according to 
Secretary Hester, of the New Orleans Cotton 
Exchange, the world’s consumption of Ameri- 
can cotton increased about 2,000,000 bales. 
Three highly regarded authorities, Hester, the 
Garside Cotton Service, and the International 
Federation of Master Cotton Spinners, esti- 
mate the consumption of American cotton last 
year, respectively, at 16,385,000 bales, 15,844,- 
000 bales and 15,777,000 bales. There is always 
a chance of some confusion in the statistics 
from the mingling of the production of differ- 
ent countries, but the International Federation 
reports the increase in mill stocks of all kinds 
of cotton as only 843,000 bales, and estimates 
world consumption of all kinds at 25,882,000 
bales, against 24,681,000 bales in the previous 
year. It is evident that the large crop in the 
United States last year was partially offset 
by a smaller crop elsewhere. 


Professor John A. Todd, of the City School 
of Commerce, Liverpool, an experienced 
statistician for the British Cotton trade, has 
recently expressed the opinion that “had there 
been no war, the world’s consumption of 
America’s cotton would by this time have ex- 
ceeded 20,000,000 bales annually, and a few 
years of steady supplies would soon bring us 
to this figure.” Extremely high prices, he 
explained, seriously curtail consumption in 
parts of the world “where clothing is rather 
a luxury or sign of prosperity than a real 
necessity,” and where “total expenditures upon 
clothing are fixed rather by a certain sum of 
money than a certain quantity of goods.” 
What he says about the effect of the war on 
cotton consumption affords support for the 
view that the war not only did not increase 
the wealth of the United States, but actually 
diminished the normal, peace-time rate of 
increase. 


Trade Improvement in Many Lines 

In the industrial centers, despite the back- 
wardness of steel and automobiles, numerous 
important lines are showing satisfactory or 
improving operations. The tire industry is 
operating at close to maximum, with prospects 
of excellent profits for a number of the leading 
companies. Cotton spinners broke all August 
records for the amount of cotton consumed, 
and while doubt is expressed that last year’s 
record breaking consumption will be dupli- 
cated this year at present prices of cotton, the 
sold-up condition of the mills ensures high 
activity for at least some months to come. 
Other branches of the textile industry are 
likewise sharing in increased activity. Wool 
consumption is running ahead of a year ago, 
and there has been a better movement of 
goods, particularly in the women’s wear trade, 
where the trend of style this Fall has been to- 
wards a larger use of worsteds. It should be 
added, however, that the woolen trade has 
still a long way to go to attain really satis- 
factory conditions. Rayon producers continue 
to have all the business they can handle. The 
production of silk goods has been in large 
volume, as indicated by a total of raw silk 
imports for the first seven months of the year 
19 per cent above that of a year ago, but duc 
to the weakness in raw silk and the highly 
specialized character of the trade resulting 
from the necessity of catering to style, profits 
have been very uneven. 

The tanning industry is in the best shape 
since the war. Excess stocks of hides and 
leather have been thoroughly liquidated, and 
with prospects of reduced marketings of 
cattle during the coming year there seems 
little danger of burdensome supplies again 
accumulating. Higher hide prices are being 
reflected by advancing quotations for leather 
so that the outlook for profits in the industry 
is much brighter. Prosperity, moreover, is 
extending into the shoe industry, which is ex- 
periencing a rising demand at advancing 
prices. The New England factories have 
been adding substantially to their work- 
ing forces, while the total output of boots and 
shoes for the country as a whole during June 
and July (latest months for which figures are 
available) was up 9.8 per cent over cor- 
responding totals for last year. Mention 
might also be made here of the canning in- 
dustry as another which is emerging from 
under the weight of excess stocks. With sup- 
plies now down to a normal basis and in some 
instances even below requirements, confidence 
in the canned goods market is being re- 
established and buying is broadening out from 
a hand-to-mouth to a more liberal basis. 

With the approach of the season of heavy 
consumption, mining of bituminous coal has 
been picking up in the non-union fields and 
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in mines converted to a nofi-union basis, and 
in the week of September 3 production reached 
9,760,000 tons, a new high level since the be- 
ginning of the strike. Even at these levels, 
however, production continues below con- 
sumption, and process of withdrawing coal 
from stock piles apparently goes on despite 
the warnings of various authorities that these 
supplies may be needed in the event of a fur- 
ther long extension of the strike. One factor 
tending to unsettle the market during the 
month was the reopening of wage negotiations 
between the Illinois operators and miners, 
which subsequently fell through owing to the 
insistence on the part of the miners that pend- 
ing an investigation into wages and conditions 
in the industry the Jacksonville scale be paid 
up to April 1, 1928. 

So long as basic industries of the type men- 
tioned can be counted on the side of improve- 
ment there will be nothing seriously wrong 
with business. What appears to be taking 
place is a shift in activity from lines such as 
the automobile and steel industries which 
have enjoyed unusual demand in the past 
few years to lines such as textiles, leather, 
and shoes, which have been more or less in 
depression, without marked decrease in the 
sum total of business operations. Pur- 
chasing power of the population continues 
‘high, as indicated by gains in sales by mail 
order houses, leading department stores, and 
chain systems throughout the country. While 
it is no doubt true that the gains shown by 
some of these large merchandizing units are 
not wholly representative of what the smaller 
retailer is doing, it is nevertheless fair to ac- 
cept them as evidence that goods are moving 
freely into distribution. 


The Trend of Prices 


A development of the past two months 
which has occasioned general comment is the 
upturn in commodity prices. The extent of 
this movement is measured by the Depart- 


ment of Labor’s wholesale price average for 
August, which advanced to 146.6, compared 
with 144.6 in July, and 143.7 in June, and 
by Fisher’s weekly price average which 
after touching the year’s low point in the 
middle of August rose 7 per cent by Septem- 
ber 25 to the highest level since January. 
These increases, following a period of several 
months during which price averages have 
been practically stationary, have given rise to 
some speculation as to whether the long de- 
cline which has been in progress since the Fall 
of 1925 may not be giving way to a period of 
recovery. 

It is true that the present ease of credit is 
favorable to rising prices, but easy money does 
not necessarily result in higher prices as dem- 
onstrated by the experience of the past few 
years. Nor does an examination of the price 
tables yield satisfactory evidence that a funda- 
mental change of trend is at hand. The fol- 
lowing table showing the Department of 
Labor’s index over the past year classified by 
commodity groups indicates that only in the 
farm products group has there been a decisive 
advance, much of this being accounted for by 
the rise of cotton. The cloths and clothing 
group has moved up recently, also due in part 
to the increase in cotton prices, but is still 
lower than in August a year ago. The group 
entitled miscellaneous articles is another which 
has had a small advance, but all the rest have 
either barely held their own or have actually 
declined. Building materials have been stead- 
ily declining, metals in August were only one 
point above the July low level, while both 
fuel and chemical and drug groups stood at 
the year’s low point. 

It will be seen that the index number for 
“farm products” is now practically on an 
equality with the index number for “all com- 
modities,” and that the numbers for “metals 
and metal products,” for “chemicals and 
drugs,” and for “miscellaneous articles” are 
much below those for “all commodities.” 








INDEX NUMBERS OF WHOLESALE PRICES 
U. S. Dept. of Labor (1913100) 


All 
: Metals& Build- Chemi- House- Mis- Com- 
Farm Clothin Metal Pro- ing Mat- cals& _ furnish- cellan- mod- 
1926 Products Foods Materials Fuels ducts erials Drugs’ ing Goods eous ities 
Aug. 150.8 174.7 179.5 126.6 171.8 130.8 160.8 121.8 149.2 
Sept. 152.0 175.2 182.0 127.0 172.4 130.8 160.4 120.4 150.5 
Oct. 152.0 171.5 184.4 126.7 172.1 129.3 160.3 118.6 149.7 
Nov. .. 151.1 169.9 190.2 126.5 174.0 128.5 159.9 117.7 148.1 
Dec. 151.0 168.6 182.9 125.7 172.7 128.2 159.4 117.8 147.2 
1927 
Jan. 149.6 167.3 179.8 124.4 169.7 122.1 157.4 117.9 146.9 
Feb. 148.2 168.7 177.1 122.2 167.9 122.0 157.5 118.5 146.4 
Mar. 147.1 168.4 168.3 122.8 166.8 120.7 157.4 118.6 145.3 
Apr. 147.3 169.1 160.6 121.9 165.0 121.8 157.4 118.5 144.2 
May 148.0 169.6 158.2 120.6 165.6 121.9 157.4 120.2 144.1 
June 146.4 169.6 158.7 119.6 164.3 121.8 157.3 120.5 143.7 
July 145.5 170.8 158.5 118.9 162.4 121.2 157.4 121.1 144.6 
a 146.2 173.4 158.3 119.9 160.8 120.9 157.9 122.3 146.6 




















As far a8 mantifactured goods are concerned, 
productive capacity is at present so large that 
it is difficult to see how any forward move- 
ment of prices could be long sustained. Refer- 
ence has already been made to the keen com- 
petition existing in the iron and steel industry 


and its effect upon steel prices. Influence of 
an excess of productive capacity is also noted 
in the cement industry, where despite the fact 
that shipments are at record-breaking levels 
prices are declining, and the same conditions 
hold true in a good many other lines. 

In the textile industries, price advances have 
been recorded, due to higher agricultural raw 
materials. Cotton goods have been advanced 
sharply and there have been small advances 
in woolens, reflecting a firmer trend in raw 
wool. Silk, on the other hand, has been very 
weak, reaching in August the lowest level in 
three years, from which there has since been 
only a slight recovery. Recently the Japanese 
Government has voted a large sum of money 
to stabilize the market, which will presum- 
ably prevent further declines and may result 
in some advance. In rayon, despite the keen 
demand prevailing, prices are to be unchanged 
for the coming November, December and Jan- 
uary quarter, according to announcements of 
the leading producers. 

Reference has been made elsewhere in this 
Review to the rise in hide prices, and both 
leather and shoes must also be counted in the 
list of commodities showing price advances. 
Copper, around 13.25 cents, is holding much of 
its gain of late July, but lead has gone off 
again practically to the low levels of two 
months ago, while tin, which a year ago was 
the one strong spot in the non-ferrous metal 
groups, is now showing the inevitable reac- 
tion, and prices are at the lowest levels of the 
year. 

The possibility exists that the soft coal 
strike, if it proves to be long drawn out, may 
cause a strengthening of coal prices which will 
be reflected also in iron and steel. Thus far, 
coal prices have remained below those quoted 
at the commencement of the strike although 
there has been considerable rise since the low- 
est point of the Summer. Offsetting a possible 
rise in coal prices is the prospect of continued 
low oil prices resulting from overproduction. 
Though voluntary restriction of output within 
the industry has checked the constant increase 
of production, the available supplies brought 
to the surface have continued larger than the 
consumptive demand, so that producers have 
been under the necessity of adding to storage 
stocks. These on July 31, the last reported 


date, stood at 571,418,000 barrels, a new high 
level, 9 per cent higher than on July 31 last 
year. 

Without going further into the trend of in- 
dividual commodities, enough has been said 
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to show that a very mixed situation prevails 
under the surface stability indicated by the 
composite indexes. There are reasons for be- 
lieving that the low point in agricultural prices 
may have been seen, but that prices of other 
materials have reached a turning point is less 
probable. 


Money and Banking 


The money market has continued easy in 
September, and rates have given only slight 
reflection of crop moving and other demands 
usually effective at this time of year. Call 
money has averaged a little higher than in 
August, the renewal rate on the 13th and 14th 
going to 4% per cent, while on the 12th a few 
loans were made late in the afternoon at 4%4 
per cent. These rates, however, were excep- 
tional, and for the most part 4 per cent was 
the maximum, with numerous days on which 
the rate fell below this level. 

Time money was likewise somewhat firmer 
in September than in August, rates moving up 
to 4—4% per cent for 60—90 day loans and 
414,454 per cent for 4—6 months maturities. 
Bankers acceptances, on the other hand, con- 
tinued to be offered at 3% per cent for 90-day 
bills, the level to which they had been reduced 
in July and August, and commercial paper was 
steady at 4 per cent for prime names. 

Four of the regional Reserve banks, namely 
Chicago, Philadelphia, San Francisco, and Min- 
neapolis, reduced their rediscount rates during 
the month, thus bringing all Reserve rates in 
line at the 3% per cent level. 

Government Tax Day Operations 

Government tax day operations involving a 
turnover of over a billion dollars took place 
with little visible disturbance to the market, 
thus demonstrating once more the effective- 
ness of the procedure followed in handling 
these transactions. On September 15th the 
Government paid out $400,000,000 on maturing 
certificates and $85,000,000 in interest on the 
public debt. As usual these disbursements ex- 
ceeded the amount which the Government took 
in that day owing to the fact that income 
taxes, though payable on the 15th, are not im- 
mediately available to the Treasury because of 
the delay of a few days required to collect the 
tax checks. To bridge this gap the Govern- 
ment resorted to the usual temporary loan at 
the Reserve bank in which member banks weré 
given a participation, thus enabling them to 
keep their funds employed during the short 
period in which they had the use of both the 
funds disbursed by the Treasury and the tax 
money awaiting collection. Later as the col- 
lection of tax checks proceeded and excess 
funds were withdrawn from the market, the 
Government loan was correspondingly reduced 
and finally extinguished. In this way the mar- 
ket at all times was kept in equilibrium. 
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In addition to the transactions mentioned 
above the Treasury accepted subscriptions 
totaling $501,100,000 to its two new issues of 
3 per cent 6 months certificates and 3% per 
cent 3-5 year notes dated September 15th. Inas- 
much, however, as these were largely paid for 
by a deposit credit to the account of the Gov- 
ernment on the books of the subscribing banks, 
to be drawn against later as the Government 
needs the money, these transactions had no im- 
mediate effect upon the market. 


Renewed Expansion of Bank Credit 


Of greater significance from the standpoint 
of fundamental banking conditions were the 
indications of a renewed expansion of bank 
credit. Following a moderate decrease from 
the high point reached in the middle of June 
the movement has again been upward and on 
September 21st total loans and investments of 
the reporting member banks throughout the 
country stood at a new high level, $108,000,000 
above the old peak of June and approximately 
a billion dollars above the level of the corre- 
sponding date of a year ago. 

Contrary to the expansion of bank credit 
which took place this Spring and which repre- 
sented largely a growth of loans on securities 
or of securities purchased outright for invest- 
ment, the present movement has been due in 
large part to a growth of commercial require- 
ments. This is the season when an increase 
in commercial loans in connection with crop 
moving and preparations for Fall and holiday 
trade is to be expected, and the movement thus 
far this year has been closely in accord with 
the seasonal tendency. Of a total increase 
of $472,000,000 in member bank credit be- 
tween August 24 and September 21, $221,- 
000,000 or 46 per cent represented commercial 
loans, and the total of these loans on the latter 
date was $204,000,000 or 2.4 per cent higher 
than a year ago at this time. 

Supplementing the increase in commercial 
loans have been increases in bank investments 
in securities and in loans secured by stocks and 
bonds. In the case of investments however, 
the rise was due chiefly to the usual subscrip- 
tions by banks to the new Treasury issues 
dated September 15 for the purposes of later 
redistribution to customers. Aside from them, 
bank holdings of securities showed little in- 
crease and were below the average levels of 
May, June and July. 


The Increase in Brokers’ Loans 


Loans secured by stocks and bonds, on the 
other hand, continued to advance, due largely 
to the steady rise of brokers’ loans at New 
York, which have now considerably surpassed 
the previous high point reached early in 1926. 
On September 21 the total of these loans stood 
at $3,284,000,000, an increase of $124,000,000 


since the mid-year high point, and of $565,000,- 
000 since the low point of the year reached in 
February. Considerable interest attaches to 
the sources contributing to this large volume 
of credit. The following diagram classifying 
the total of brokers’ loans made by New York 
banks for own account, for account of out-of- 
town banks, and for account of all others, 
shows that the tendency has been strongly 
upward in all groups, but that the amount 
placed by New York City banks for their own 
account is still considerably lower than at the 
high point reached at the beginning of 1926. 
Loans placed by New York banks, however, 
for out-of-town banks have made a greater 
rise and are now back practically to the Jan- 
uary 1926 high point, a fact which checks with 
other indications of generally easy money con- 
ditions in the interior including the low level 
of rediscounts at the various regional Reserve 
banks. 

Of even more interest than the growth of 
loans placed for out-of-town banks has been 
the rise in the volume of loans placed by banks 
in this city for account of all others, a group 
which includes largely individuals, corpora- 
tions, and other private lenders, as well as such 
loans as may be made for account of foreign- 
ers. It will be seen that the volume of these 
loans has increased approximately 75 per cent 
in a little more than a year’s time, and that it 
is chiefly this group which has been responsible 
for raising the grand total above the 1926 
peak. 


27 





The Bond Market 


Despite the broad advance in bond prices 
and recession in yields during recent months, 
the feeling of optimism as to the future of 
the bond market is apparently as strong to- 
day as it was at any time during the past three 
years. The ability of the market to advance 
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under an unusually heavy volume of new offer- 
ings demonstrates both a tremendous invest- 
ment capacity and a willingness to make com- 
mitments at prevailing levels. Bond averages 
during the month again reached new records. 
The Dow Jones average for forty listed 
domestic corporate issues (10 high grade rails, 
10 second grade rails, 10 industrials and 10 
public utilities) reached a new high of 98.30 on 
September 26th as compared with 97.98 on 
August 25th and with 94.89 on September 25th 
a year ago. Easy conditions in the money 
market, combined with increasing institutional 
and bank buying and with the re-entry into 
the market of many individual investors, have 
all been strong supporting factors. There is 
every promise that the prospective volume of 
new offerings during the balance of the year 
will be readily absorbed. 

The extent to which refunding operations 
are influencing the record breaking volume of 
new security issues is evident from the sub- 
stantial increase in the volume of security re- 
demptions so far this year, a large part of 
which are of course being refunded into lower 
coupon issues. In the nine months of this 
year called corporation bonds reached the rec- 
ord figure of $1,128,641,000 against the next 
highest nine months’ total of $650,541,000 dur- 
ing 1926. This year’s nine months’ total ac- 
tually exceeds the twelve months’ total of any 
previous year. 


United States Treasury Financing 


Announcement early in the month of the 
Treasury’s September financing program was 
received with more than usual interest be- 
cause of its bearing upon the retirement of 
Second Liberty 4%s called for payment No- 
vember 15th next, about $1,200,000,000 of 
which were outstanding on August 31. Two 
new Treasury issues were announced—3 per 
cent six-months certificates and 34% per cent 
three-five. year optional notes. Of the former 
$250,000,000 were offered for cash and of the 
latter $250,000,000 for cash and an unlimited 
amount in exchange for outstanding Second 
Liberty Loan 4%s. When announcing that 
this exchange offer for Treasury notes would 
remain open only until the close of business on 
Saturday, October Ist, Secretary Mellon stated 
further that the Treasury has definitely de- 
cided against offering any further privileges 
of exchange to holders of outstanding Second 
Liberties. The feature of the present ex- 
change offering calculated to dislodge a fair 
volume of Second Liberty 4%s is the offer to 
pay interest in full to November 15th, 1927 on 
any of the bonds surrendered and accepted. 
Against this bonus must be placed the % per 
cent premium attached to the new offering. 
The cash offering of both the six-months certi- 
ficates and the three-five year notes were heav- 
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ily oversubscribed, the former being taken 
largely by banks and financial institutions for 
which they represent the equivalent of a 3.46 
per cent investment, taking into account pres- 
ent corporation taxes. 

When refunding of the Second Liberty 4%s 
was begun in March of this year, $3,104,520,000 
remained outstanding. About $1,360,500,000 
of these were refunded into 3% per cent 
three-five year treasury notes on the original 
offering, and $245,256,000 more into 334 per 
cent treasury bonds on the offering of June 
15th. Further reductions were made through 
outright treasury purchases. Responses to 
the present exchange offer indicate that the 
outstanding balance will be reduced to easily 
manageable proportions by the retirement 
date. The real significance of these various 
operations is not to be observed in their tem- 
porary market effect. It lies rather in the 
fact that the outstanding national debt is be- 
ing substantially reduced and that with each 
reduction Government securities achieve just 
that much more of a scarcity value. 


Municipals 


Because of extremely heavy offerings dur- 
ing the earlier part of the year, the supply of 
municipal bonds was usually well abreast and 
at times even a little ahead of the demand. 
As a result, municipal prices did not advance 
proportionately with prices of other groups. 
New emissions during July and August were 
well under $100,000,000, while the September 
total promises to exceed $100,000,000 by but 
a small margin, this in contrast with over 
$200,000,000 during May, the peak for the 
year. The recent breathing spell has given a 
chance to work off the overhanging supply 
of bonds on dealers’ shelves. Coupled with 
this restricted volume has come a more lively 
demand from savings banks and institutions. 
There is also promise of release of substantial 
cash to investors when the Second Liberty 
4%4s are retired in November, a portion of 
which will of course find its way into the 
municipal field. The more favorable outlook 
can be read in the firmness of current muni- 
cipal prices and in increasing competition 
among dealers for new offerings. 

The principal piece of new financing appear- 
ing during the month, and one of the largest 
since early Spring, was the Detroit City loan 
of $19,040,000 with various coupon rates and 
maturities offered to yield from 3.60 per cent 
to 4.10 per cent. A quick demand developed 
for the offering and a major portion of the 
issue has already found its way to the strong 
boxes of investors. While the fortunes of 
Detroit are in the popular mind inseparably 
linked with the motor industry, a study of the 
city’s production reveals a wide range of ac- 
tivity with motor car products accounting for 
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only about 50 per cent of the city’s total in- 
dustrial output. The continuation of Detroit’s 
remarkable progress is assured by the diver- 
sity of its activities, its nearness to raw ma- 
terials, its fine harbor and excellent railroad 
facilities. 

The Foreign List 

In the absence of any substantial volume of 
new foreign issues, buying attention during 
the month was directed more actively to older 
outstanding bonds. Prospects for further im- 
provement in the French fiscal position en- 
couraged buying in the externals of that coun- 
try. French 7s and 7%s each moved into new 
high territory and the 8s, subject to probable 
call within the next few months, sold well 
above the call price. The announced program 
of the French Government calls for the even- 
tual elimination of outstanding 8s, about $74,- 
000,000 in amount, through a probable refund- 
ing operation. In view of our Government’s 
firm stand in French debt settlements there 
is doubt in some quarters as to whether a 
French refunding plan would have official ap- 
proval at this time. 

In anticipation of new financing the Polish 
6s and 8s were both active. Mexican issues 
were active and strong in response to the an- 
nouncement of the appointment of Dwight W. 
Morrow as Mexican Ambassador. Mr. Mor- 
row’s thorough familiarity with the Mexican 
situation, his knowledge of finance and inter- 
national law, his close personal relations with 
President Coolidge, and his known desire for 
the friendliest possible relations between this 
country and all its Latin American neighbors, 
all encourage the belief that his mission will 
accomplish substantial results in the way of 
clearing up long-standing controversies. 


Public Utilities 


The Pacific Coast came in for more than 
ordinary attention through the offering of 
new issues by two important western public 
utility corporations — $30,000,000 twenty-five- 
year 5s by the Southern California Edison 
Company and $15,000,000 thirty-year 4%s by 
the Pacific Gas and Electric. The ready sale 
of the Pacific Gas and Electric on a 4.75 per 
cent basis indicates that the old 5 per cent 
yield “resistance point” is rapidly disappear- 
ing, and that investors are developing a will- 
ingness to accept a return on better grade util- 
ity obligations comparable with the return on 
rails and municipals. In spite of the broader 
recognition of the merits of well selected pub- 
lic utility bonds many states still fail to admit 
such investments for savings bank and trust 
fund investment. This is perhap due more 
to inertia in changing existing laws than to 
any feeling of uncertainty as to the fitness 
of the public utility group. In the meantime, 
artificial values for the limited “legal list” are 


being created and the earning power of sav- 
ings bank and trust funds in many states is 
being seriously impaired. 


Gold, Credit and Prices 


The September number of this publication 
gave several quotations from London journals 
and one from Professor Cassel, the Swedish 
economist, commenting upon credit stringency 
in Europe and declining prices, attributing 
them to the absorption of gold by non- 
European countries, notably the United 
States, India and of late Argentina. In Europe 
it is considered that these three countries 
have been taking more gold than they can use 
advantageously, and that credit restriction in 
Europe has an effect upon European purchas- 
ing power which reacts upon trade and prices 
throughout the world, to the disadvantage 
even of the countries which have been enlarg- 
ing their gold stocks. 

That money is generally tight in Europe 
obviously is true, and accounted for in the 
main by the scarcity of working capital which 
is one of the results of the war, and by the 
recent appreciation of currencies. Although 
capital in the form of permanent improve- 
ments and equipment to a great extent es- 
caped destruction, working capital was largely 
dissipated and much of the industrial equip- 
ment has needed to be replaced, hence the 
pressure for ready money. The efforts to re- 
establish currencies on a gold basis at valua- 
tions above the levels upon which they had 
been circulating have forced a decline of prices 
which of course increases the burden of exist- 
ing indebtedness, and by affecting business un- 
favorably has caused money to seem scarce 
and tight. 





Effects of Currency Appreciation 


This currency appreciation has been a de- 
pressing factor in Great Britain, France, Italy, 
Denmark and Norway. These comments are 
explanatory and not offered in criticism of the 
financial policies that have been pursued in 
these countries. In each country the deter- 
mination of the level at which the currency 
should be stabilized was an independent prob- 
lem, to be judged by conditions more or less 
peculiar to the country. The British pound 
sterling had been a standard of value around 
the world, and it is easy to understand the 
arguments against any change in the gold 
unit. In Italy and France the depreciation 
of the currencies had inflicted enormous losses 
upon the holders of Government securities, 
and strong reasons existed for wanting to re- 
store the currencies at least to the levels 
which they held a few years ago. 

An increase in the value of currencies, how- 
ever, signifies a general decline of prices. If 
all prices, wages and rates of compensation 
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could be moved down together, as clocks have 
been set back to correspond with the recent 
change from daylight saving time to standard 
time, there would be no change of rela- 
tionships and no gains or losses for any- 
body, but that is impossible. The selling 
prices of commodities, particularly of com- 
modities whose prices are fixed in world 
markets, came down, but costs were not under 
the same pressure, and the profits of produc- 
tion disappeared. In Italy the official table 
of wholesale prices is about 30 per cent lower 
than one year ago, and it has been impossible 
to reduce costs or retail prices to correspond. 
In France the decline of prices has not been 
so great, but it has had a marked influence 
upon industrial activity, and the same has 
been true in the other three countries named. 
In the period when currencies were falling 
and prices rising, business was under an un- 
healthy stimulus; since the tendencies have 
been reversed, business has been depressed. 

In Germany the old monetary system was 
so completely discarded that the new scale of 
wages and prices bore practically no relation 
to the old, with the result that the difficulties 
were actually less serious than those arising 
from the appreciating currencies. The need 
for working capital in Germany, however, is 
indicated by the recent action of one of the 
leading Berlin banks in offering a five year 
$25,000,000 bond issue of its own in this mar- 
ket for the purpose of raising funds for a 
group of industrial companies which are 
scarcely large enough to offer individual issues 
on a foreign market. 

In Belgium the currency was stabilized at 
about the level of its exchange value at the 
time, hence the necessity of making adjust- 
ments to a lower price level has not existed. 
The industries have been generally prosperous, 
but the losses upon security holdings and to 
the creditor class have been heavy, 


Recent Changes in Monetary Stocks 


Apparently, therefore, the present stringency 
in Europe proves nothing of itself as to world 
scarcity of gold, although increasing supplies 
would have facilitated resumption and stabil- 
ization policies. The question of chief inter- 
est relates to credit and price conditions 
after the pending adjustments have been 
made. Will Europe be able to hold or obtain 
enough gold to maintain a stable price level, 
and will the production of gold be sufficient 
to maintain prices at the present relatively 
high level, in comparison with the pre-war 
level, with the volume of business growing 
at the normal rate which signifies prosperity? 

The gold holdings of the principal European 
banks of issue are about $125,000,000 above 
what they were one year ago, but that is more 
than accounted for by the increase in the 
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holdings of the central banks of Germany and 
Belgium, in both cases the proceeds of foreign 
borrowing. 

The Bank of England reserves are down 
about $25,000,000 from one year ago and 
about $50,000,000 from two years ago. The 
bank of the Netherlands is down about $13,- 
000,000 from a year ago. The other changes 
in Europe are comparatively small. The stock 
of gold in the United States increased by 
about $81,000,000 from September 1, 1926, to 
September 1, 1927. 

Dollar exchange in London, which hovered 
close to the gold export point in July, has 
moved in favor of the pound sterling until 
the latter is now above par, which means that 
conversion of dollars into sterling is just now 
exceeding conversions the other way. The first 
advance followed the reduction of Federal Re- 
serve discount rates in the United States, but 
it is probable that the principal influence has 
been the transfer of the proceeds of loans re- 
cently placed on the New York market. The 
$40,000,000 Australian Commonwealth loan 
was in part for the purpose of meeting matur- 
ing obligations in London, and the proceeds of 
other loans may have had the same destina- 
tion. 

The Argentine Movement 


The recent abundant harvest in Argentina 
has resulted in a great increase of that coun- 
try’s exports, an unusually favorable balance 
of trade, and a large movement of gold in the 
settlements. The Argentine harvest is sea- 
sonally opposite to the harvest of the northern 
hemisphere, and the export movement which 
we have in the Fall occurs there in the months 
of our winter and spring. The official figures 
of Argentine exports in the first seven months 
of 1927 show an increase in tonnage from 
7,470,000 in 1926 to 12,324,000, or about 65 
per cent, and in value about $181,000,000 
reckoned in United States money. The quan- 
tity of wheat increased 92 per cent over last 
year and the quantity of corn 122 per cent. 
There are also appreciable increases in other 
Argentine staples. 

The gold shipments from South Africa and 
London to Buenos Aires, to which we re- 
ferred last month have continued, and the total 
movement to Argentina, including shipments 
from the United States has reached nearly 
$50,000,000. The action of the Argentine Gov- 
ernment in raising the embargo upon gold ex- 
ports, which had existed since 1914, has been 
a factor, inasmuch as it affords assurance that 
hereafter gold may flow outward as well as 
inward. 

This movement of gold to Argentina doubt- 
less is for the same reason as the movement 
to the United States which has been going on 
in recent years. There has been no deliberate 
plan or policy to obtain gold in either case, 
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but the balance of payments has caused gold 
to move in the settlements. 

This Argentine movement illustrates the 
conditions under which gold movements ordin- 
arily occur. It may be said that Argentina was 
not in need of larger gold reserves, inasmuch 
as its conversion fund equalled about 78 per 
cent of the volume of currency outstanding 
when the present movement began. In the 
long run Argentina probably would prefer to 
have goods for consumption or machinery for 
its industries, rather than more gold, but the 
demand for them did not exist at the time. 
The exports have belonged to Argentina trad- 
ers or producers, who probably have had im- 
mediate use for the proceeds, and desired to 
convert them into deposits with their domestic 
bankers. The bills of exchange pass into the 
hands of Argentine bankers and are collected 
in the foreign markets. The Argentine banks 
might employ the funds abroad and frequently 
do to some extent, but interest rates are higher 
in Argentina, and furthermore, their liabili- 
ties are in Argentina, which is a good reason 
for wishing to have their reserves there also. 

In due time, however, as a result of the 
good crop and distribution of the proceeds, 
trade in Argentina will expand, imports will 
increase, and as exports will fall off until the 
next crop is harvested, it may be that an 
adverse trade balance will develop and that 
gold will flow back to London or elsewhere. 
All of this is simply descriptive of the ordinary 
ebb and flow of gold movements which make 
demands on central bank reserves. 


Gold Production 


Apprehensions expressed in Europe relate 
chiefly to declining gold production. The coin- 
age value of gold is the same as before the 
war, but mining costs have advanced, with the 
general rise of wages, machinery and mining 
supplies, causing a serious decline of produc- 
tion, which threatens to continue. Produc- 
tion in the United States has declined about 
one-half since 1915. The Australian produc- 
tion, long a very important factor in world 
supplies, has dwindled to small proportions, 
and the Commonwealth Government recently 
gave an adverse decision upon an appeal that 
it bear the expense of exploration work for 
the purpose of reviving the gold-mining in- 
dustry in Western Australia. The great Trans- 
vaal field, which is now yielding approximately 
one-half of the world’s production, is at peak 
production, but authorities say that it will 
begin to fall off rapidly within a few years, 
as many of the large mines are approaching the 
limits of the ore bodies. 

Mr. Samuel Evans, one of the men best 
known in connection with the Transvaal min- 
ing industry, in his Presidential address last 
year, as head of a section of the South African 


Association for the Advancement of Science, 
made the following statement: 


The next important fact disclosed in the Govern- 
ment Mining Engineer’s report is that, in the event 
of no fresh capital being introduced to open up new 
mines, or to extend materially the areas and capa- 
cities of the existing mines, the shrinkage of the 
Witwatersrand gold mining industry will take place 
ow as follows, taking the position in 1925 
as 100:— 
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It will be seen that this estimate was pre- 
dicated upon there being no new investments 
in the field and no new areas of ore opened, 
hence while the production probably will de- 
cline, the rate of decline may not be as rapid 
as indicated by these figures. 

Also, the generally unfavorable prospect for 
gold production may be changed by discov- 
eries, and a reduction of mining costs 


would quickly cause increased production 
from low grade ores, but the situation as it 
stands is the subject of serious discussion. 
The following extract from an editorial in 
the London Statist presents the case as it 
appears to many well-informed observers: 


It may seem premature to talk of stabilising world 
price levels through the medium of the gold standard, 
seeing that the international gold standard itself is 
as yet imperfectly re-established. The memory of 
the incredible movements in commodity price-levels 
that took place in European countries after the war 
is still recent enough to make such fluctuations as 
occur under the gold standard seem insignificant by 
comparison. 

Yet there is one paramount reason why the question 
of control of the international gold standard should 
be considered thus early. It lies in the fact that, 
ever since the gold basis was restored by the British 
Empire and a group of European countries in May. 
1925, there has been a disheartening rise in the value 
of the monetary standard. Now, whatever opinions 
may be held as to the advantages or disadvantages of 
a rise in price-levels (i.e., a fall in the value of the 
monetary unit), there can be no question but that a 
fall in price-levels militates against the return of 
economic prosperity. Most authorities are agreed that 
the inability of this country to lift itself out of the 
slough of trade depression is due directly to the mone- 
tary deflation attendant on the restoration of the 
gold standard. No doubt other factors may be cited, 
such as industrial strife, high taxation, excessive so- 
cial expenditure, and international tariff barriers and 
trading restrictions. It remains, however, that de- 
flation has been the chief blighting influence. Under 
deflation, producers’ selling prices fall in relation to 
money costs of production, chiefly wages; the debtor 
interest is put at a disadvantage; the burden of 
debts and taxation presses more heavily. 


A great economy in the use of gold is being 
effected by the general discontinuance of 
coinage and common circulation. Its mone- 
tary use is now practically confined to bank 
reserves and the settlement of international 
balances. Moreover, since gold payments now 
consist almost wholly of transfers from one 
central bank to another and back again, it 
seems quite reasonable to say that these hoards 
need not increase in strict proportion to the 
total turnover of domestic business in the sev- 
eral countries, 
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Upon the recent tendency to increase the 
size of these reserves the Statist says: 


The statutes of the post-war central banks have 
been framed with reference solely to the circum- 
stances or ambitions of the individual countries con- 
cerned, and without regard to international responsi- 
bilities. Their cumulative effect is to establish an 
arbitrary shortage of gold, which shortage is none 
the less a potent influence towards deflation by being, 
in a sense, a legal fiction. The time is coming when 
it must be recognised that a central bank can work 
the gold standard, and maintain a free gold market, 
with small stocks of gold, and when legal reserve 
ratio minima must be lowered generally. Attempts 
to build up large gold reserves are mischievous, and 
the illusion that huge hoards of gold constitute eco- 
nomic strength has long ago been shattered. 


The Midland Bank, of London, has given 
the leading article in its last three issues to a 
discussion of this subject. In the latest num- 
ber it says: 


The four months that have passed since the present 
series of articles began have brought nothing to allay 
the anxiety of those who see in the probable course 
of prices over the next few decades a serious threat 
to business prosperity and community welfare. They 
have witnessed a continuance of the process of dissi- 
pation of stocks of new gold. They have seen much 
of the world’s new gold diverted from South Africa 
direct to Argentina, while continental central banks 
have been adding to their gold stocks by buying bul- 
lion in London to replace part of their holdings of 
exchange. Nearly all the rest of the new gold coming 
on the London market has been sacrificed to the in- 
satiable appetite of some other “unknown buyer”, 
whose identity is shrouded in mediaeval mystery. 

The short term results have been disquieting, for 
whereas in the ordinary way the Bank of England 
expects to gain gold during this period of the year, 
the past four months have added nothing to—on the 
contrary, have actually subtracted from—the Bank’s 
stock, while continual uncertainty has characterised 
conditions in the money market. But the events 
which have contributed to these results are far less 
important in their transitory effects than as indicators 
of the probable future course of prices in countries 
enjoying a credit and currency system based on gold. 
Indeed, they may be taken as justifying the worst 
fears of the prophets. 


Central Bank Organization 


The modern development of banking organi- 
zation has very much increased the efficiency 
of gold reserves by concentrating them in 
central institutions, and also lessened the 
probability of demands upon them. The notes 
of the central banks constitute the common 
currency, and by reason of the character of 
these institutions and their relations to the 
Governments, no considerable withdrawals of 
gold for mere hoarding purposes need be 
feared. Indeed, these institutions, with the 
approval of the Governments, may suspend 
gold payments without affecting the circula- 
tion of their notes as currency. The statute 
under which the Bank of England resumed 
gold payments in 1925 contains no provision 
for redemption in coin, but only in large bars, 
and resumption of gold payments recently in 
several other countries, including Argentina, 
has been under similar provisions. The de- 


mand for the conversion of paper currencies 
into gold has thus been reduced to the occa- 
sions when the standard metal is wanted for 
transfer to another country in the settlement 
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of exchange transactions, and then it passes 
to the reserves of another central banking in- 
stitution. 

It is not suggested that any obstructions 
should be raised to international movements 
of gold. On the contrary, the general interest 
will be served by having all countries on a 


free gold basis. It has been demonstrated, 
however, that central banks, by reason of 
their intimate relations to the banking systems 
of their several countries, are able to exercise 
a degree of influence over gold movements, 
and it is suggested that if this influence is 
used in a timely and cooperative manner the 
tendencies which eventually lead to gold trans- 
fers may be brought under a considerable de- 
gree of control. As experience demonstrates 
this to be true, the public doubtless will be- 
come gradually accustomed to much lower re- 
serve percentages than are now legally re- 
quired for most of the central banks. 


Trade Tends to Settle Itself 


In the long run the trade of the world tends 
to settle itself, when seasonal and other tem- 
porary influences are leveled off. No coun- 
try, except certain of the chief gold producers, 
has gold enough to permit of losing from its 
reserves continually, nor can it increase its 
reserves continually without eventually hav- 
ing an inflation of prices which will end in 
panic and general depression. Such move- 
ments have contributed largely to the “busi- 
ness cycle,” which has been the subject of 
so much inquiry. All countries are interested 
in having stable price relations and credit rela- 
tions throughout the trading world. The com- 
mon use of the gold standard and the ready 
flow of gold between countries have made such 
conditions more stable than they were before, 
but as international relations become more in- 
timate it is probable that business will be able 
to more completely maintain its own equili- 
brium, and that shipments of gold, first one 
way and then the other—disturbing as they 
sometimes do the very foundations of credit— 
will be less frequent and of smaller relative 
importance. 

Professor Cassel goes so far as to suggest 
that ultimately two large gold stocks, to be 
located in New York and London, may serve 
as clearing reserves for the world, as the gold 
settlement fund in the Treasury at Washing- 
ton, D. C., serves as a clearing reserve for our 
twelve Reserve banks. 

The recent inquiry by the Department of 
Commerce into the trade and financial rela- 
tions of the United States revealed that on 
December 31, 1926, foreign deposits in the 
banks of this country aggregated $1,443,000,- 
000, and the Federal Reserve Bulletin recently 
published an estimate that the central banks 
of other countries held approximately $1,000,- 
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000,000 in the form of dollar exchange. This 
seems to indicate that the course of natural 
development is along the line of Professor 
Cassel’s suggestion, 


Foreign Credits of the Bank of France 


The financial centers have been much in- 
terested, and in some degree excited, this year 
over the great involuntary accumulation of 
foreign credits by the Bank of France. It 
was natural to reflect that very serious effects 
might be experienced if the Bank should con- 
clude to withdraw a large part of these credits 
in gold, but it has been apparent that no real 
danger of such action existed, because noth- 
ing could be gained by it, and any disturbance 
caused by withdrawals would affect France 
as seriously as other countries. 


This instance, however, very clearly illus- 
trates the danger involved in a heavy one-way 
movement of payments if uncontrolled, and 
also the stabilizing influence which may be 
exerted by a central banking institution. A 
vast amount of credit has been transferred 
to France, taking the form of French currency, 
and this has been accomplished with practical- 
ly no disturbance of credit in other countries, 
because the Bank of France has continued to 
maintain an equal amount of credit in use in 
the other countries. In time the somewhat 
abnormal situation will be gradually adjusted 
back to a normal state. The existing volume 
of securities traded in all markets contributes 
greatly to the maintenance of the interna- 
tional equilibrium. 


No Radical Innovation Needed 


It is hardly possible that another gold field 
like the Rand will be discovered and devel- 
oped in time to make good the decline of the 
latter, if in fact the decline proves to be as 
rapid as predicted, but without doubt the 
modern banking organization would be able 
for an indefinite time to meet an increasing 
demand for credit by a gradual reduction of 
the reserve percentages. Of course, the busi- 
ness world is not dependent upon fortuitous 
discoveries, either of gold or metallurgical 
processes. It would find a way to get along 
if no more gold deposits ever were discovered, 
but the gold standard has been the basis of 
the world’s exchanges over a long time, and 
since the period of wild exchange fluctuations 
is more appreciated than ever. No radical in- 
novation is desired or needed. In the event 
of a decline of gold production, undoubtedly 
it would be desirable to have general co- 
operation in the relaxation of reserve require- 
ments. The danger of credit restriction would 
be from the influence of conventional ideas 
about the necessary size of reserves, based 
upon past practice, when conditions were very 
different from what they are now. There 


would be no question as to a reduction of ex- 
isting gold reserves, but only as to the neces- 
sity for a proportionate increase as_ the 
volume of banking turnover increased. 


The State of Agriculture 


With all that is said about the need of Gov- 
ernment aid in marketing farm products, it is 
instructive to observe the manner in which the 
markets over the past year have responded 
to the changing relations of supply and de- 
mand. In the early part of the year two prod- 
ucts were subjects of urgent complaints on 
account of unremunerative prices—cotton and 
corn. The price of cotton on the New York 
market was around 13 cents per pound and 
of corn at Chicago about 70 cents per bushel. 
The cotton crop of 1926 was an exceptional 
one—not only the largest ever grown, but so 
much larger than any other that in view of 
the depressed state of the cotton goods indus- 
try the trade was very much at sea as to how 
low the price might go. With a practical cer- 
tainty that the carry-over at the end of the 
cotton year would be approximately equal to 
one-half an average crop, there was little 
probability of an actual scarcity of cotton 
without at least two short crops in succession. 

The South seemed to be confronted with a 
grave emergency, the Government gave the 
situation careful attention, and with the aid of 
banking and commercial organizations special 
credit agencies were organized throughout the 
cotton-growing region, for the purpose of 
carrying approximately one-quarter of the 
crop and withholding it from market for eight- 
een months. It is probable that these prepara- 
tory efforts helped to support market senti- 
ment, but the new facilities were not actually 
used, and the price found bottom at about 12 
cents, because at that price a world demand de- 
veloped. The price did not stay at the bottom 
long, but passed 13 cents early in January, 
14 cents in February, and before the planting 
season was over reached 15 cents. The re- 
duction of acreage, plus weevil development, 
followed by the Government’s low estimate of 
August 1 and September 1, carried the May 
price to 25 cents, from which it has receded 
to about 21 cents, which is 8 cents above the 
price on October Ist last year. 

This is not a comment upon the price, but 
upon the responsiveness of the market to 
changing conditions. It is often said that 
prices never advance until crops are out of the 
hands of producers, but in the case of cotton 
the market has not only made prompt response 
to the prospects of a short crop this year, but 
is reckoning on the possibility of another one 
next year. 

The price of corn was depressed for two 
years by light consumption, largely due to a 
decline of about 25 per cent in hog production. 
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This year’s crop had a poor start and by July 1 
the cash price in Chicago had reached $1.00 


per bushel. The high point was reached 
August 13 at $1.16. With an improvement of 
the crop condition the price early in Septem- 
ber fell below the dollar level, and almost to 
90 cents, but in the latter part of the month 
it increased to approximately $1.00. Appar- 
ently the price throughout the year has rep- 
resented the judgment of a free and active 
market upon the prospective relation between 
supply and demand. 

The wheat market has reflected similar con- 
ditions. In the early part of the season the 
low winter wheat yield in the Southwest and 
an unfavorable outlook in Canada were the 
outstanding features, and it appeared prob- 
able that the exportable surplus from the 
two countries would be decidedly less than 
last year. The price advanced to a high of 
$1.491% (May 31) for September contracts in 
Chicago. Since then crops in the Northwest 
on both sides of the boundary have made such 
improvement according to official estimates 
that the surplus for export in the two coun- 
tries may be 100,000,000 bushels larger than 
last year, and wheat at Chicago is now approx- 
imately 20 cents per bushel below the level in 
the early part of the season. 

A new development in both wheat and cot- 
ton production has been going on in the plains 
region of the Southwest. A great area for- 
merly thought unsuited for crop-growing has 
been found capable of producing both of these 
crops profitably. No price that has been 
touched by wheat since the war is any deter- 
rent to the extension of wheat-growing in that 
section, while the area of cotton in Texas in- 
creased from 10,476,000 acres in 1919, to 
18,374,000 acres in 1926. The status of cotton 
and wheat farming has been affected by this 
voluntary expansion of operations, induced by 
land prices that are cheap in comparison with 
prices elsewhere. This is a repetition of what 
has been going on throughout the history of 
agriculture in this country, and affords the 
most rational explanation of the fact that re- 
turns from farming operations have been low 
much of the time, if no account is taken of the 
appreciation of land values. Of course, the 
anticipated rise of land values has been a con- 
stant factor in the expansion of farm area, and 
therefore in the low prices of farm products. 


The Problem of the Surplus 


The problem of the surplus is the burden of 
all arguments for farm relief, and the most 
troublesome surplus is that which has arisen 
from the persistent expansion of farming oper- 
ations. A surplus which is due to favorable 
weather conditions and a crop above the 
average, presents the simplest problem, be- 
cause on the average it will be needed to 
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cover subsequent deficits. The ideal place for 
such a surplus to be carried is in the farm 
granaries. This is true of corn particularly, 
inasmuch as about 85 per cent of the corn 
crop is ultimately wanted on the farms. 
Moreover, it is probable that the best average 
results are obtained by the diversified farming 
which combines the production of the feed 
stuffs with the production of finished farm 
products. 

The surplus due to seemingly temporary 
conditions affords the most plausible argument 
for governmental action, but if there were any 
certainty that the surplus were temporary, pri- 
vate enterprise and capital would readily do 
the carrying at low cost. The trouble is that 
there is no certainty, and the outcome would 
be still more uncertain if the producer were 
assured in advance that the Government would 
protect him against the consequences of over- 
production. In the event of an increasing sur- 
plus the Government would be compelled to 
either abandon the attempt to maintain prices 
or undertake to regulate production. 

The arguments in behalf of Government 
relief for agriculture generally represent agri- 
culture as in a chronic state of over-produc- 
tion. If it be said that dairying is re- 
munerative, reply is made that if more farmers 
should turn to it prices would quickly fall to 
an unprofitable level; if another product is 
said to be on a paying basis, a similar reply 
is made, and the final argument is that farm- 
ing as an industry is constantly underpaid. If 
this is true there is no escape from the con- 
clusion that agriculture is overdone. 


The Plea for Equality 


The advocates of such legislation apparently 
have convinced themselves that farming 
labors under some fundamental ‘disadvantage 
which prevents it from becoming as prosper- 
ous as it deserves to be, or as other industries 
are. Their argument has become a general 
plea that the compensation of agriculture 
should be raised by national legislation in 
order that it may be placed on a basis com- 
parable with that of the other industries. 

Opposition to this plea is not prompted by 
indifference to the farmers’ welfare, but by a 
belief that the premises are wrong and that 
the idea that the Government can establish or 
maintain certain relations between the indus- 
tries is wholly impracticable. 

The relations between the industries are 
not determined by argument or legislation, 
but by economic forces upon which legislation 
at most can have only slight and temporary 
effect. The acts of Congress sometimes re- 
ferred to as beneficial to other interests, such 
as the Reserve act, railroad acts, etc., are not in 
point, as they were passed as regulative legis- 
lation, thought to be advantageous to the 
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general public, and not for the benefit of 
banks or railroads. The protective tariff was 
adopted to promote home production in cer- 
tain lines and however opinions may differ 
about some features of its application, it cer- 
tainly does not assure profits to the protected 
industries. The value of anything of the na- 
ture of a privilege or advantage in business 
depends upon how many persons are admitted 
to share in it, and the privilege of engaging 
in a protected industry in this country of 120,- 
000,000 inhabitants is about like the privilege 
of earning a living in the best way one can 
find. The textile and bituminous coal indus- 
tries are able to give testimony on this point. 


The distribution of the population in the 
industries and occupations is the fundamental 
thing in their relative prosperity. An over- 
developed industry does not have prosperity, 
and there is reason to believe that this has 
been the explanation of all the periods of 
agricultural depression. 


A Fallacious Argument 


That the advocates of legislative relief for 
agriculture are astray on fundamentals is evi- 
dent from some of the arguments upon which 
they lay great stress. For example, the argu- 
ment based upon the diminishing importance 
of agriculture in comparison with manufac- 
turing, transportation and trade, as measured 
by percentages of the total population engaged 
in the several occupations, aggregate value 
of product, etc. It is true that agriculture is 
a smaller factor than formerly in the aggre- 
gate of all employment and all values pro- 
duced, but what a strange perversion of the 
truth to argue that this is something to be 
deplored, either for its significance to agricul- 
ture or its significance to society as a whole! 
Its real meaning is that improvements in the 
methods of agriculture, and in the implements 
which the manufacturing industries have 
placed at the service of agriculture, have en- 
abled a much smaller number of workers on 
the farms to supply the required quantities 
of farm products. The result of this increas- 
ing productivity of labor on the farms has 
been to release great numbers of workers to 
the other industries. The demand for farm 
products is practically limited to foodstuffs and 
clothing materials, but there is no limit to the 
possibilities of expansion in the broad field 
that includes all other industries and occupa- 
tions; hence has come an enormous develop- 
ment of the arts and manufactures and in trade 
and transportation. The final result is seen 
in a higher standard of living for the entire 
population. 

In 1820 approximately 85 per cent of the 
gainfully employed population was on the 
farms, but in 1925 only 26 per cent was so 
employed. It is true that in former years the 


people on the farms did much for themselves 
which they now employ others to do for them, 
but the development of the other industries, 
while reducing the proportion of people on 
farms, has created a great market for farm 
products and given to the farms and farm 
households a supply of labor-saving equipment 
and of furnishings, conveniences and services 
which they never could have had otherwise. 
In the 26 years from 1899 to 1925 the popula- 
tion of the country increased 54 per cent and 
the farm population remained almost station- 
ary, but farm production increased at a rate 
nearly equal to that of the population, to-wit: 
45 per cent, 


Why Not Face the Facts? 


Since the farm population was about the 
same in 1925 as in 1899 it is evident that the 
excess of numbers leaving agriculture over 
those entering it during the period was ap- 
proximately equal to the natural increase. In 
view of the fact that production increased and 
has been abundantly sufficient, if not excessive, 
there seems to be no escape from the conclu- 
sion that this movement was necessary to 
maintain the industrial equilibrium, particu- 
larly in view of the restrictions placed upon 
immigration. 

The unwillingness of the advocates of farm 
legislation to consider these patent facts is 
the outstanding feature of the situation. It 
is obvious that down to this time the workers 
who have left the farms have not been missed 
there, and that if they had not gone the farm 
situation would have been worse than it is, 
for either there would have been larger sur- 
pluses and lower prices or the same income 
would have been divided among more farmers. 
Furthermore, the logic of the situation indi- 
cates that there are still too many workers 
on the farms. 


We offered a few comments along this line 
recently, and a typical response reads as fol- 
lows: 

But where are these men, who hereafter abandon 
the land, to find employment? The increasing meas- 
ure in which machines are being employed in manu- 
facturing processes in lieu of hand labor is already 
challenging general attention. 

Unless the present economic system in the United 
States be soon reversed there will be millions of men 


unable to find employment either on the farm or in 
the factory. 


Our critic must be aware that he is making 
the same protest that has been made continu- 
ously ever since labor-saving machinery began 
to increase the output of the industries. It 
has constantly hampered industrial progress, 
particularly in the old countries, to the great 
disadvantage of the wage-earning class. It is 
late in the age of machinery for any intelli- 
gent person to seriously urge the old idea that 
there is only a limited amount of work to be 
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done, and that it is better to save the old 
jobs than to cheapen and increase production. 


Comments From Agricultural Colleges 


The American Economic Association at its 
annual meeting in December, 1925, had on its 
program two notable papers dealing with the 
agricultural problem: one, entitled “National 
Agricultural Policy” by Professor John D. 
Black, of the University of Minnesota, and the 
other, “Our Rural Population Debacle,” by 
Professor Carl C. Taylor, of North Carolina 
State College. Both are thoroughly sym- 
pathetic with the farmer as the “under dog,” 
but certain of their comments are pertinent 
to the foregoing. We have not space to quote 
at length, but give the following from Pro- 
fessor Black: 

Readjustments between city and country probably 
take place slowly, even in highly disturbed periods 
like the last ten years. If there were no lag in these 
readjustments, of course rewards in city and country 
would always be equal. Enough people would at 
once move in either direction to equalize rewards 
exactly. It is, of course, because of this lag that the 
rewards are better in the city than in the country. 

Since the changes required have nearly all been 
in the direction of requiring more people to live in 
the city, the lag in readjustments has constantly fa- 
vored the city, and hence city rewards have con- 
stantly been higher. Added to this is the effect of 
the rapid increase of the population in the country, 
making necessary an annual movement to the city 
of several hundred thousand. A vast amount of 
human inertia in the aggregate must be overcome to 
get this many people to leave home and go to the 
city. 

There is force in this argument. An industry 
which is constantly needing to draw workers 
to it must be of necessity a high wage industry. 
The automobile industry has been an example, 
and with the town industries in the aggregate 
needing to draw from the country, wages in 
the towns must be attractive. The last sen- 
tence of the quotation is very much to the 
point, but since economic changes are requir- 
ing a transfer of people from the farms to 
other industries, would it not be better for 
farm advisers to recognize the situation and 
frankly agree that if those who are most un- 
favorably located in agriculture would go to 
other industries they would not only improve 
their own condition but help the general agri- 
cultural situation? Why not help overcome 
the “inertia” which places agriculture at a 
disadvantage? 

There is, of course, an explanation other 
than “inertia” for the fact that agriculture is 
not readily abandoned for the town employ- 
ments. It is the fact that there are considera- 
tions other than the difference in nominal pay. 


The farmer is an independent proprietor, doing 
business on his own, reasonably sure of a roof 
over his head and a good living. The fact that 
he is a proprietor accounts for a large part of 
his troubles in the last seven years, for years 
of declining prices favor wage-earners rather 
than proprietors. Furthermore, the incentive 
to own land, to gain the benefit of rising land 
values, and to have land to pass down to one’s 
children counts powerfully with many people. 

Professor Taylor summed up his paper as 
follows: 


I have attempted to say that our favorable land 
situation in this country led to an unprecedented 
agricultural expansion which carried with it three 
chief effects. First, the bringing of millions of acres 
of land under cultivation which, devoid of the psy- 
chology of the movement westward, would not have 
been included in our farm enterprise until some later 
time. Second, this land situation built a national 
land speculation complex which further encouraged 
the overexpansion of agriculture and pretty thor- 
oughly complicated the economics of farm enterprise. 
Third, pioneer agriculture with its hardships but 
compensating promise of rewards, cast the rural 
standard of living on such a low plane that it has 
now become a factor in lowering the level of agricul- 
tural competition and has become a system of rural 
culture, 

I have attempted to say that the coming of the 
industrial revolution has made it inevitable that an 
ever larger proportion of our gainfully employed shall 
be engaged in the refining and distributing processes 
of society, both of which processes are carried on 
in cities. These enterprises hold advantageous posi- 
tions in that their entrepreneurs sit where they can 
look both ways—toward the producers of raw prod- 
ucts in one direction, and the consumers of finished 
goods in the other. For this reason they have used 
the price and market systems of society to greater 
advantage to themselves than other economic groups 
can or have. * * * I frankly challenge the pres- 
ent distributive and exchange system as perfect 
judiciaries, which can decide just how many farmers 
we need by assuming that farm prices alone are a 
sufficient criterion of judgment. 


Professor Taylor recognizes the economic 
forces which have been determining the farm- 
er’s compensation, but voices the rather vague 
theory that the pay should be higher, regard- 
less of the number of farmers actually needed. 
We offer no comment upon this, except that 
anybody interested in economic returns will 
do well to place himself where he is econom- 
ically needed. In regard to the entrepreneurs 
who sit where they “can look both ways,” and 
are supposed to use the price and economic 
systems to greater advantage than other peo- 
ple can, it may be said that they need to be 
looking in all directions at once to keep track 
of each other and of the efforts which all are 
making to find cheaper and more effective 
means of serving “the producers of raw prod- 
ucts in one direction and the consumers of 
finished goods in the other.” 
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E; season of the year 
drafts amounting to between 
one and two million dollars 
covering the cost of grain 
arriving in Minneapolis are 
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